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The bill would amend the Income Tax Act to create a small business investment credit.
Generally speaking, the bill applies to investments in young, small, high-technology or
high-wage firms.

Under the bill, for tax years 2010-2013, a taxpayer could claim a credit equal to 25
percent of the amount of a qualified investment in aqualified business. To qualify for the
credit, the taxpayer would have to receive certification from the Michigan Strategic Fund.
The MSF could not certify more than $10 million in credits in a calendar year, but any
amount under the cap that is not used could be carried over to the next year. An
individual taxpayer could not claim more than $500,000 in credits in any one tax year.
Further, a taxpayer could not clam a credit of more than $500,000 based on an
investment in any one business. A credit would not be refundable, but if a credit
exceeded tax liability it could be carried forward for up to 15 years or until used up,
whichever occurred first.

Qualified Investment. A qualified investment would be an investment of at least $15,000
certified by the MSF that is made alongside of or through a seed venture capital or angel
investor group registered with and approved by the MSF. The venture capital or investor
group could not be in a business in which any member of the investor's family is an
employee or owner of the business or in which the investor or any member of the
investor's family has a pre-existing fiduciary relationship with the business.

Qualified Business. A qualified business (for investments) would have to meet all of the
following criteria:

** Be a seed or early stage business (as defined in the Michigan Early Stage Venture
Investment Act.)

** Has (or will have) its headquarters in the state, is domiciled in the state, and has a
majority of its employees in the state.

** Has a pre-investment valuation of under $10 million and has fewer than 100 full-time
employees.
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** Has been existence under five years (although this would not apply when the business
activity is derived from research at a university of higher education in Michigan or a
501(c)(3) nonprofit located in the state).

** |s a qualified high-technology business. (However, the bill contains a wide-ranging
definition of "high-technology" business and includes certain "high wage activity" firms.)

Application Process. The board of the MSF would have to develop an application and
approval process for use in certifying investments and adopt a program describing
parameters and criteria to be used in approving investments. Toward these ends, the
board could:

** Apportion the annual aggregate credit to include set-asides by credit size, early stage,
and other categories.

** Develop a method to define, register, and approve angel investor groups, seed capital
firms, and venture capital firms.

** Determine and describe the conditions to be met to be considered "an investment
alongside or through an approved angel group, seed capital firm, or venture capital firm."

High-Technology Activity and High-Wage Activity. The first term, as used in the hill,
includes, among other things. advanced computing; advanced materials; biotechnology;
electronic device technology; product testing; environmental technology, including
pollution prevention and cleanup; medical device technology; product research and
development; advanced vehicles, tool and die manufacturing; digital media; music
production; and film and video production. High-wage activity, generally, refersto firms
with an average wage of 300 percent or more of the federal minimum wage.

MCL 206.278
FISCAL IMPACT:

House Bill 5921 would provide an income tax credit not to exceed $10.0 million per
calendar year. This bill would reduce income tax revenue by an estimated $5.0 million
for FY 2010-11 and on a full-year basis the revenue decrease would be $10.0 million. To
the extent this credit is taken through refunds, the revenue decrease would affect the
Genera Fund/General Purpose (GF/GP). However, there could be a minimal impact on
School Aid Fund (SAF) revenue. This bill would have no direct impact on local units of
government.

Legidative Analyst: Chris Couch
Fiscal Analyst: Rebecca Ross

m This analysis was prepared by nonpartisan House staff for use by House members in their deliberations, and does
not constitute an official statement of legislative intent.
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